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NHB(ND)/DRS/Pol. Circular No. 62/2014

May 27, 2014
All Registered Housing Finance Companies

Dear Sir/ Madam

Creation of Deferred Tax Liability on Special Reserve maintained by Housing
Finance Companies under Section 36(1) (viii) of the Income Tax Act, 1961

As per the provisions under Section 36(1)(viii) of Income Tax Act, 1961, the specified
entity like housing finance company (HFC) is allowed the deduction in respect of
any special reserve created and maintained by it, i.e. an amount not exceeding
twenty per cent of the profits derived from eligible business computed under the
head “Profits and gains of business or profession” (before making any deduction
under this clause). This would be applicable till the aggregate of the amounts carried
to such reserve account from time to time exceeds twice the amount of the paid-up
share capital (excluding the amounts capitalized from reserves) of the entity.
Further, in terms of the Section 41(4A), where a deduction has been allowed in
respect of any special reserve created and maintained under Section 36(1)(viii), any
amount subsequently withdrawn from such special reserve shall be deemed to be
the profits and gains of business or profession and accordingly be chargeable to
income-tax as the income of the previous year in which such amount is withdrawn.

2, The Accounting Standard 22: ‘Accounting for taxes on Income’ (AS 22)
requires recognition of deferred tax for all the timing differences i.e. the differences
between taxable income and accounting income for a period that originate in one
period and are capable of reversal in one or more subsequent periods. This is based
on the principle that the financial statements for a period should recognize the tax
effect, whether current or deferred.

3. In this context, specified entity like HFC is required to create Deferred Tax
Liability (DTL) on the Special Reserve created and maintained under Section
36(1)(viii) of the Income Tax Act, 1961. However, it is observed that some HFCs are
not creating DTL on Special Reserve, as required by the AS-22, on the grounds that
they do not intend to withdraw from such reserve in the future. It is also observed
that many HFCs have also formalized the intent through resolution passed by the
Board.

4. The matter regarding creation of DTL on Special Reserve has been examined
and HFCs are advised that, as a matter of prudence, DTL should be created on
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Special Reserve created and maintained by them, under Section 36(1)(viii) of the
Income Tax Act, 1961. For this purpose, HFCs may take the following course of
action:

a) If the expenditure due to the creation of DTL on Special Reserve as at March
31, 2014 has not been fully charged to the Statement of Profit and Loss, HFCs
may adjust the same directly from Reserves. The amount so adjusted may be
appropriately disclosed in the Notes to Accounts of the financial statements
for the Financial Year 2014-15.

b) DTL for amounts transferred to Special Reserve from the year ending March
31, 2015 onwards should be charged to the Statement of Profit and Loss of
that year.

5 In view of the requirement to create DTL on special Reserve, HFCs may
reckon the entire Special Reserve for the purpose of computing Tier-I Capital.

Yours faithfully

(R.S. Garg) —

Executive Director
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ARIGA/ AEET,

g & HfufAgw, 1961 $ urr 36(1)(vii)) F dga 3w @ea FulAal garr a8 ey
IR @A w3y #1 3war &1 [sr

g Y Ffufags, 1961 v 4RT 36(1)(vii) F dEd TaUEl F AR, ITard e FHoedt
(rRsw) A o [ o8 F ud @R AT 3k T @ o R R
IR A, e “FRER ryar sgawg & o 3R wiita” o (3@ urr & ded FE
Feldt F3d ¥ q@) F ded HAFAT I9 FREGR § 3c9e a1l A FWwad fw gfdera
Uy, & waw # ek A sgafa ¥ 9w T AW T AW RS9 aF F R IR
g # §AT AT W FHE A ghar AW gl (RfEa @R @ ohea ofr &
FfaRed) 1 TR SR & 3w 72 g1 Srct §1 39 HfARFd, URT 41(40) & IR,
T 36(1)(vii) F dgd AT 3R sad @ 71§ Rl Ry aRfaa R § e 7 @
Feldt 6t safa & 0 Ry ImfEe AN & qeneae 3meia #1§ 9f FRER et
gaary F1 e AR wftq Al Sl s dEER 3w W Red o, S & o
ameRa &Y 71§ & Y 3w & kv W Iy wT gHEE gl

2, Q@ AE 22: WA W F g d@wa (vew 22) F gt wora wadd siad
Iuid et e g+ A A AR dEid 3T F A AR o) R e #
30l §U AR UF Iar S ae A aear d oRada 89 @a § 8 e #X
& vgare afda ¢ I 39 Rga w oyl ¢ B B arafdr @q faccdr Raioat #
FY YN, °IE TAAT Il JEYAS € Y ggdre H|

3. gw wedl #, fAEHwd i wE Widse s g Irw FT AT, 1961 # Uy
36(1)(vii) ¥ dead AW ik @ w ¥ R Ty awiae AT @) «w
IS F 3Fa1 AT Fem anfera &1 grenfs, I€ @ @ § & $o anf. wufan,
TUH-22 EanT YT A, Ry anfde AR w fidve w1 @Ar sw 3muR w ad
@ ¥ F zaw afdsy & 0l anf@a AR @ smevor B wier ad @1 e s dan
T ¢ owE R sufadl & 5 o uia uEae & AEIH @ 39 I3 #Y
it w9 T #

A Rod ¥ & Hgof @@ § Wholly owned by Reserve Bank of India
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4. fly IRfEa AN w ddva & @#Ar § g9y § A i Jiw A aF A g
AAS Fahal & ak W I Fafa & gRa R sy s, 1961 @
URT 36 (1) (vii) & d&d Iad @ AfFAa g a0 = v smfde A w Hdea
AT T fRCl 39 327 A ofd & v iy vl efef@a s w awdt
gl

(%) TuT 31 A, 2014 F AV IRAT AW W Hdva & @FAr F FRT IR TT =}
a1 el & qofa: veRa adt B smar § ot R safa s5a & @
IR Aftal @ a1 gsd ¥ sarifoa ofr & R af 2014-15 @9
e et & @al & A # 3T & & ywe Far s gwar g1

(@ 31 &, 2015 N yaAd af F @ ¥ Ay InfAa BN A saRa o &g
SIAvd & 39 a¥ & - gifer Ravolt & wsnla frar s g

5. ey 3fda @AW ov Sdive AT F@ & r@gsar F eae A W@,
IrfaFufaar a3 gt 1 v & 30T G WA v IR @A & e &=
gadr &

Hag,

/-—-'
Led gy im

(3R TH.319)
FYF @Acus
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